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The Enterprise Zone Incentives



What does HCD do?
• Administer the Enterprise Zone 
Program

• Monitor Enterprise Zone 
Activities



What does FTB do?

Answer technical tax questions

EZ Hotline 
1-916-845-3464



Five Incentives:

• Hiring Credit
• Sales or Use Tax Credit
• Business Expense Deduction
• Net Operating Loss Carryover
• Net Interest Deduction



Additional Topics:  

• EZ Income Limitation
• EZ Expiration and Conditional 

Zones



Hiring Credit

The hiring credit is allowed to qualified 
employers who hire qualified employees
and pay them qualified wages. 



Qualified Employer
must meet all of the following:

• Engaged in a trade or business within 
an enterprise zone.

• Obtains and retains certification  
(vouchers) for qualified employees.



Qualified Employee
must meet all of the following:

Annual Test: 
1.   At least 90% of the individual's work must 

be directly related to the conduct of the 
taxpayer's trade or business located within 
an EZ.

2.  At least 50% of the individual's services
for the taxpayer must be performed
within the boundaries of an EZ.



Qualified Employee
must meet all of the following:

Time of Hire Test:
1.  The individual is hired after the area was 

designated as an EZ.

2.  Immediately prior to hire, an individual is a
qualified employee under CR&TC §17053.74 
(b)(4)(A)(iv) and §23622.7(b)(4)(A)(iv). 

The taxpayer is required to obtain a voucher to show 
that the employee met these qualifications.



Qualified Employee
is any of the following at the time of hire:

• JTPA / WIA
• GAIN
• 14 yrs. or older, economically disadvantaged
• Dislocated Workers
• Vietnam, disabled or recently separated Veteran
• Ex-offender
• Public Assistance
• IRC 51 (WOTC)
• Resident of TEA
• Native American



Qualified Wages:

• Paid or incurred to qualified employees for the 
consecutive 5-yr period beginning on the first date of 
hire.

• Number of hrs. worked x Lesser of employee’s 
hourly wage or 150% of minimum wage. 

• Salaried wages – use yearly salary divided by 2080 
to determine hourly wage.

• Long Beach EZ – Aircraft manufacturing are allowed 
202% of the minimum wage.

• Federal vs CA minimum wage.



Credit Amount

Credit = qualified wages X 50% (1st yr of employment) +
qualified wages X 40% (2nd yr of employment) + 
qualified wages X 30% (3rd yr of employment) + 
qualified wages X 20% (4th yr of employment) +
qualified wages X 10% (5th yr of employment)

Effective Date Minimum Wage
 Maximum Hourly 

Wage - Hiring Credit 
1/1/08 to 12/31/08 $8.00 $12.00 (150% of $8.00)
1/1/07 to 12/31/07 $7.50 $11.25 (150% of $7.50)
1/1/02 to 12/31/06 $6.75 $10.12 (150% of $6.75)
1/1/01 to 12/31/01 $6.25 $9.37 (150% of $6.25)



Example   
Employee:  Employee Name
Date Hired: 6/30/2001
Hourly Wage:  $13.50
Max allowed:  $9.37 until 12/01, $10.12 thereafter 

12/31/00 12/31/0312/31/02

960 hrs

6/30/036/30/026/30/01

12/31/01

750 hrs930 hrs800 hrs

50% 40%

12/31/02 = $7,812 (($10.12 x 800 hrs x 50%)+($10.12 x 930 x 40%)) 
12/31/01 = $4,498 ($9.37 x 960 hrs x 50%)

820 hrs

12/31/03 = $5,525 (($10.12 x 750 hrs x 40%)+($10.12 x 820 x 30%))

30%



Carryovers
Any unused credits may be carried over to succeeding 
years until exhausted. 

Wage Addback
Deduction for wages must be reduced by the amount of 
hiring credit incurred. 

This addback should equal the amount of credit 
incurred by the taxpayer for that year (avoid double 
deduction).

Seasonal Employees
There is a 5-yr credit starting at original hire date.



Record Keeping for EZ Hiring Tax Credit

• Payroll Records (EDD form DE-3 and/or
Federal form 941)

• Date of Hire
• Hourly Wage
• Hours Worked
• Location of Employment (50% test)
• Reason for Termination
• Copy of W-2’s
• Copy of Hiring Credit Worksheet Used for Credit 

Calculations
• Voucher and backup documentation



Sales and Use Tax Credit

Qualified taxpayers can claim a credit equal to the 
sales and use tax paid or incurred in connection 
with the purchase of qualified property.

Annual Limitation:

• First $1 million of qualified property for individuals.

• First $20 million of qualified property for corporations.



A person or entity engaged in a trade or 
business within an EZ.

Qualified Taxpayer



Qualified Property
Must meet all of the following:

1) Used exclusively in the EZ.
2) Placed in service after EZ designation date and before 

the EZ expiration date.
3) Machinery and machinery parts used for:

• Fabricating, processing, assembling, & 
manufacturing.

• Water pollution control mechanisms.
• The production of renewable energy resources. 

As of 1/1/98, 
• Data processing and communication equipment.
• Motion picture equipment.  



Carryover

Any unused credits may be carried over to 
succeeding years until exhausted (even after EZ 
expiration date).

Basis Reduction
Amount capitalized is reduced by the amount of the 
sales and use tax credit claimed on the property. 



Record Keeping 
for EZ Sales/Use Tax Credit:

1. Invoice Verifying Date of Acquisition, 
Shipping Location, Sales or Use Tax Paid, 
Description of Property (Use).

2. Sales or Use Tax Report filed with BOE.
3. Records Supporting Location of Property.
4. Date property was placed in service.
5. Depreciation Records.



Tax Incentives 
(Credits vs. Deductions)

Income 1,000,000   Income 1,000,000   
Expenses (300,000)     Expenses (300,000)    
Net Income 700,000      EZ Expenses (500,000)    
Tax at 8.84% 61,880       Net Income 200,000     
EZ Credits (50,000)      Tax at 8.84% 17,680       
Tax after Credits 11,880         



Business Expense Deduction

Qualified taxpayers may elect to expense 40%
of eligible cost of a qualified property in the year
it is placed in service instead of capitalizing
the expense.  

business expense deduction 
vs. 

capitalized expense



A person or entity who is engaged in a trade 
or business within an EZ.

Qualified Taxpayer



Qualified Property

Must meet all of the following: 

1) IRC Section 1245 property. Must be 
depreciable property and includes, but not 
limited to, tangible personal property. 

2) Placed in service after EZ designation date 
and before the EZ expiration date.

3) Used exclusively in the EZ.



Eligible Cost

The deduction is allowed in the year the property 
is placed in service and is the lesser of:

40% of the cost of all qualified property, 
OR

year of and 1st year after designation    $40,000
2nd and 3rd year after designation         $30,000
thereafter $20,000



Recapture
• If property is disposed of, sold, no longer used 

exclusively in the zone before the end of 2nd taxable 
year, the BED previously deducted is added back to 
income.

Basis Reduction
• Amount capitalized is reduced by the amount of the 

business expense deduction claimed on the 
property.

Election
• Must be claimed on a timely filed original return.  

Irrevocable.



Record Keeping for Business Expense 
Deduction

1. Invoice showing cost of asset, date of 
purchase, shipping location, etc.  

2. Records Supporting Location of Property.
3. Depreciation Records.



Net Interest Deduction

Qualified taxpayers are allowed to deduct net
interest for qualified debts made to

qualified debtors. 



Qualified Taxpayer

A person or entity (creditor) that loans funds
on or after the designation date of the EZ to a
qualified business/debtor and receives interest
payments thereon. 

The creditor does not have to be located in the
EZ to take advantage of the net interest
deduction. Only the debtor needs to operate in
the EZ. 



Qualified Debtor

An entity whose business activity must be 
solely located in the EZ. 



Qualified Debt
Time of Indebtedness:

1. The trade or business of the qualified debtor
to which the loan is made, must be located
solely within an EZ. 

2.  The indebtedness is incurred solely in 
connection with activity within the EZ. 

3.  The creditor has no equity or other
ownership interest in the debtor.



Qualified Debt

Annual Test:
The debtor continues to conduct business 
in the EZ.    

Amount of Deduction

Interest Received 
Less: Cost of Funds
= Net Interest Deduction



Net Operating Loss

Qualified taxpayers conducting business within
the EZ may elect to carry forward 100% of its 
NOL for a 15 year period.

Tax Year            
2004 and after EZ NOL NON-EZ NOL

NOL carryover % 100% 100%
NOL carryover period 15 yrs. 10 yrs. 

Income offset Income from EZ CA Income



Example 

Income $100,000 $150,000
Expenses ($220,000) ($10,000)
Net Income / (Loss) ($120,000) $140,000
NOL carryover (100%)  ($120,000)
NOL carryover used (from 2005) ($120,000)
Net Income after NOL $20,000
Tax at 8.84% 800 $1,768

2005 2006



Qualified Taxpayer 

A person or entity that is engaged in a trade or 
business within an EZ.



Election

The election must be timely filed with the original return,
and be for the income or taxable year in which the NOL 
is incurred. The election is irrevocable.

The election cannot be made on an amended return. 



Business Income Activity Limitation

The amount of the hiring credit or the sales or use tax
credit claimed may not exceed the amount of tax on the
taxpayer's EZ business income in any year.   The unused
credits are carried over to future years. 

1/1/98 to present

California Income   X   EZ Apportionment Factor   



Example

CA Income = $500,000

EZ Apportionment Factor
EZ Payroll 20,000$      
CA payroll 100,000$    
         EZ Payroll Factor 20%
EZ Property 60,000$      
CA Property  100,000$    
        CA Property Factor 60%
Total Factor (payroll & property) 80%
Average Factor (divided by 2) 40%

Beg of Yr End of Yr Average
80,000      40,000    60,000     

$500,00  x 40% = $200,000 EZ Income 



Example

EZ hiring credit = $20,000
CA Income = $500,000
EZ Income (from prior slide) = $200,000

CA Income $500,000
Tax Rate 8.84%
Tax 44,200
EZ Credit (17,680)
Net Tax $26,520

EZ Income $200,000
Tax Rate                         8.84%
EZ Credit Limitation ($17,680)

The unused credit of $2,320 ($20,000 less $17,680) is carried 
over to succeeding years until exhausted. 



EZ Expiration 
Conditional Designation vs. Final Designation

• Expired Zone & No New Zone Designated
• Enterprise Zone expires and a new Conditionally 

Designated Zone is designated with boundaries that 
overlaps with expired zone

• Conditionally Designated Zone with no overlapping 
boundaries with an expired zone 

See Handout


